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INDUSTRIAL PRODUCTION changed little
during the second half of 1962. In the fourth
quarter, however, consumer purchases of
new autos increased sharply, and new orders
for machinery and other equipment picked
up. These increases and an earlier liquida-
tion of steel inventories strengthened busi-
ness demands for materials.
Consumer buying of goods had been stable
through the summer. But after the upsurge
in auto sales in October purchases of other
goods also increased, and total retail sales
rose 2 per cent in the fourth quarter. Per-
sonal income advanced at a faster pace,
after increasing only 1 per cent from April
to September. Consumer demands were
strengthened also by a sharp rise in com-
mon stock prices and by more optimistic
views of economic prospects after the Cuban
crisis eased.
Increased shipments of final products to
business and government accompanied the
expansion in retail sales of goods. With total
final takings of goods rising in relation to
production in the fourth quarter, business
inventories changed little. Throughout 1962
shifts in the rate of accumulation and in the
composition of stocks significantly affected
trends in production, but over the year the
increase in both the value and physical quan-
tity of business inventories was small by the
standards of earlier postwar business expan-
sions, in part because of a stable price situ-
ation.
Resources continued to be available gen-
erally in excess of current demands through-
out 1962. Also, prices of imported goods
declined. Consequently, competition among
domestic producers and distributors re-
mained strong. Prices of sensitive industrial
materials changed little, and in contrast with
behavior in previous postwar business ex-
pansions, average prices of such materials
were only a little above their recession low
NEW ORDERS, SALES, AND INCOME rise in the autumn
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NOTE.—Seasonally adjusted indexes. Retail sales, equipment
orders, and personal income based on Dept. of Commerce data.
Orders, for machinery and transportation eauipment other than
motor vehicles, 3-month moving average plotted in third month.
Latest figures, Dec, except for orders (Nov.).
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of early 1961. For all industrial commodities
as a group, wholesale prices have been stable
since early 1959.
GENERAL TRENDS IN PRODUCTION
Three phases are evident in the behavior of
industrial production since the recession low
of early 1961. From February to August
1961 the total index rose rapidly—10 per
cent—as liquidation of inventories gave
way to replenishment and then to fur-
ther expansion of stocks in line with the
growth in activity. The subsequent rise in
production to July 1962 was less rapid
and was interrupted by strikes and adverse
weather; the additional increase amounted
to 5 per cent. Then followed the period of
stability.
At the end of 1962 the Board's index of
industrial production was 120 per cent of
the 1957-59 average, 9 per cent above
the prerecession level 2Vi years earlier, in
the spring of 1960. This is about the same
amount by which the level in the spring of
1960 exceeded the prerecession high 3 years
earlier. However, there were important dif-
ferences in comparisons of production by
major market groupings.
Output of business equipment at the end
of 1962 was 13 per cent higher than in the
spring of 1960, compared with a gain of
only 2 per cent over the 1957-60 period.
Output of defense equipment also rose sub-
stantially in the recent period, in contrast
with a decline in the earlier one. Expansion
in output of consumer goods in both periods
remained close to the postwar average an-
nual rate of growth of 4 per cent. Thus, the
rate of increase in output of final products
was more rapid from the spring of 1960 to
late 1962 than over the preceding 3 years.
Production of industrial materials in-
creased less rapidly than output of final prod-
ucts both from the spring of 1960 to the end
of 1962 and in the earlier period. At the end
of last year output of materials was 14 per
cent higher than in the spring of 1957, in
contrast with an increase of 22 per cent in
final products.
The relationship between output and final
sales of finished products also has been
different in recent months from that in the
first half of 1960. This is especially so for
autos and other consumer products. In 1960,
auto assemblies exceeded sales by a wide
margin as dealers replenished their stocks
after the long steel strike. For appliances
and other major home goods, inventories
also were increasing rapidly at that time;
manufacturers' holdings, in physical terms,
rose by a fifth from November 1959 through
the following spring. Total value of business
inventory accumulation was at an annual
rate of $7.5 billion in the first half of 1960,
compared with little change in inventory
holdings in the latter part of 1962.
INDUSTRIAL MATERIALS
During 1962, and over the whole period
from early 1957, output of industrial ma-
terials expanded less than production of final
products—including defense equipment as
well as business equipment and consumer
goods. One reason is that business stocks of
materials were being reduced after the spring
of 1962 whereas they were being accumu-
lated earlier in the 1961-62 expansion and
in 1955-57, as they usually are in business
expansions.
Over the longer period, a more funda-
mental reason is that efficiency in the use of
materials in manufacturing and in construc-
tion apparently has been increasing. There-
fore, physical quantities of materials re-
quired per unit of output of final products
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and structures have been reduced. Another
reason—affecting iron ore, steel, and some
other materials—is that imports have in-
creased and exports have declined since
1957.
The shift in relationship between output
of metal products and output of iron and
steel is apparent in the chart. Total produc-
tion of autos, appliances, and business
equipment, which accounts for 15 per cent
of the industrial production index, reached
record levels in the fourth quarter of last
year. Output of major metal component
parts, which accounts for an additional 11
per cent of the total, reached a high in the
second quarter of 1962 and then leveled
off. Altogether, output of these metal com-
ponents and final products in the fourth
quarter was about 10 per cent above a year
earlier and 25 per cent above the 1957-59
average. The physical volume of construc-
tion activity, which is another major mar-
ket for steel and other metals, also increased
over those periods.
In contrast, iron and steel production
reached a peak in February-March when
stocks were being accumulated rapidly in
preparation for a possible midyear strike.
After negotiation of a new labor contract
at the end of March, iron and steel output
fell sharply while industrial activity in gen-
eral continued to expand. Output reached
a low in July, 25 per cent below its March
peak, and liquidation of steel stocks was
rapid during the rest of the year. After only
a moderate recovery, iron and steel produc-
tion in the fourth quarter was 10 per cent
below a year earlier and 5 per cent below
the 1957-59 average. However, production
increased during the quarter, and it con-
tinued to rise in early January 1963.
Without the marked inventory fluctua-
tions in iron and steel and their impact on
the chemical, fuel, and other supplying in-
dustries, some of the rise in industrial pro-
duction that occurred in the winter of 1961-
62 would have occurred during the follow-
ing spring and summer. The line shown on
the chart for output of nonferrous metals
and products provides a better indication of
changes in underlying demands in the metal
markets. Even in the nonferrous metal in-
dustries, however, strike threats and the
marked swings in steel operations affected
activity to some extent.
The chart also shows a longer-run shift
METAL PRODUCTS reached new highs
[ AUTO, APPLIANCE,
AND EQUIPMENT PARTS
STEEL declined in relation to metal products
r
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NOTF.—Seasonally adjusted indexes. Latest figures. Dec.
Federal Reserve Bulletin: January 1963FEDERAL RESERVE BULLETIN • JANUARY 1963
in production of the two groups of metals.
Among nonferrous metals, growth in domes-
tic output of aluminum has exceeded the 20
per cent rise in total industrial production
since 1957. But output of other nonferrous
metals and of iron and steel has expanded
less or has declined.
The failure of steel production to keep
pace with the substantial advances in activ-
ity in major steel-consuming industries re-
flects several developments. In part because
of the sharp rise in steel prices through 1958,
other materials—concrete, glass, plastics,
and aluminum—have penetrated further into
markets for steel. Technological advances,
both in the production of steel and in its
use, have also reduced tonnage requirements
for many specific uses. Successive new mod-
els of automobiles were smaller in size and
weight until the 1962 model year, when that
trend was reversed. Moreover, since 1958
iron and steel imports have exceeded the
reduced volume of exports.
Industrial output of some basic materials
other than steel—such as coal and lumber—
has also been below levels prevailing before
the 1957-58 recession. However, consump-
tion and output of most other materials have
kept pace with or exceeded the rise in total
industrial production. Output of clay, glass,
and textile materials has increased about 15
per cent since early 1957. The rise in output
of paper products has been larger—about a
fourth—and production of industrial chem-
icals has increased by more than a half.
AUTOMOBILE MARKETS
Sales of automobiles have risen irregularly
from the reduced rate in early 1961. By the
spring of 1962 sales, including those of im-
ported cars, had risen to an annual rate of
about 7.1 million units, the highest since
1955. Sales declined in September, because
of reduced supplies, but then rose sharply
in October after the introduction of new
models. Although down by December, sales
in the fourth quarter were at an annual rate
of 7.7 million units. For 1962 as a whole,
sales totaled 7.1 million, including about
330,000 imported cars. In the record year
of 1955, sales were 7.5 million, including
58,000 imports.
Although list prices for the 1963 models
are about the same as for the 1962 models,
consumer outlays for automobiles have in-
creased more than has the number of new
cars sold. Economy cars so far in the 1963
model year have accounted for 35 per cent
of the market—about the same share as in
the 1961 and 1962 model years. But the
trend has been away from stripped-down






































































NOTE.—Registration data are from Bureau of Public Roads;
1962 estimated. Sales are based on domestic output and im-
ports less exports and are not same as those cited in text
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models and toward higher horsepower and
increased purchases of optional equipment.
Among the standard size cars, moreover,
demand has increased more for the higher
priced models. By the 1962 model year, out-
put of the higher priced models of three lead-
ing makes had risen to about half of the
total, after falling to a low of less than a
third in the 1959 model year. The propor-
tion increased further after introduction of
the 1963 models.
An important, although highly variable,
influence on new-car sales is replacement
demand. The number of passenger cars reg-
istered increased 60 per cent from 1950 to
1962. Over this period the ratio of new-car
sales to registrations fluctuated between a
high of 16 per cent in 1950, when the Ko-
rean War stimulated buying, and a low of
8 per cent in the 1958 recession. The pro-
portion averaged 11 per cent over the whole
period. While sales in 1962 approached the
record number sold in 1955, the ratio of
sales to registrations was J1 per cent com-
pared with 15 per cent in 1955.
Output of domestic autos since early 1961
has generally followed the pattern of sales.
Production rose from an annual rate of 4.3
million units in the first quarter of 1961 to
7.2 million in the fourth quarter of 1962,
This high rate was 140 per cent of the 1957-
59 average. For the most popular models,
output was near capacity.
Since the rise in sales of domestic econ-
omy cars beginning in the 1 960 model year,
each year has seen an increase in the variety
of domestic makes and models. This has con-
tributed to an increase in dealers' inventory
requirements. Total stocks of new domestic
autos reached a peak in the second half of
1960. Subsequently inventories declined
sharply, as shown in the chart, and then
AUTO OUTPUT at advanced Iml Annual rat*
Millions of cars
9
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Noli:.—Seasonally adjusted series. Quarterly output at an-
nual rates and end-of-quarter stocks, based on dala ironi
Ward's Automotive Reports. Latest figures, fourth quarter.
changed little. The level of stocks at the end
of 1962 was higher than before I960 but
was not high in relation to the advanced
rate of sales.
HOME GOODS AND APPAREL
Retail sales of clothing and of appliances
and home furnishings have shown a fairly
steady expansion since mid-1961, after only
a small decline in the 1960-61 recession. In
June of last year sales fell off, perhaps partly
in response to the sharp decline in common
stock prices. During the summer and early
autumn abnormal temperatures contributed
to reduced consumer demand for air condi-
tioners and some other merchandise. Also
residential construction activity leveled off at
midyear, after a marked rise, and this cur-
tailed the expansion in demands for appli-
ances and home furnishings for installation
in new dwelling units.
Output of home goods and apparel has
shown larger cyclical fluctuations than re-
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tail sales of these goods, as demonstrated in
the chart. The timing and amplitude of such
fluctuations have been similar to those for
total industrial production. When output of
home goods and apparel approached its re-
cession low at the beginning of 1961, both
manufacturers and distributors were reduc-
ing inventories. Over the next 6 months
production rose at a fast pace, partly be-
cause inventories had been declining. The
subsequent expansion in output, which con-
tinued for a year, was at a rate more nearly
in line with the rise in sales, and stocks in-
creased steadily. This pattern of change in
output was similar to that after the recession
low in early 1958, except that in this expan-
sion the rise in the second phase—after the
first 6 months—was slower than in 1958-59.
The decrease in retail sales of home goods
and apparel last June, when production of
such goods was at a high level, caused an
OUTPUT OF HOME GOODS AND APPAREL
changes little after mid-1962 Ro,io l(aU 1957-59 • 100
'•! iso
RETAIL STOCKS level off as SALES increase
•j 100
NOTE.—Seasonally adjusted indexes. Output monthly. Retail
sales are 3-month moving average plotted in third month and
stocks end of month, based on value data for department
stores. Latest figures, Dec, except for stocks (Nov.).
acceleration in the rate of inventory accu-
mulation that probably was unplanned. As
a result, output of home goods was reduced
temporarily in the third quarter, and produc-
tion of apparel leveled off. Among home
goods, production of radio and television
sets showed much less than its usual sea-
sonal expansion. Small reductions in output
of appliances were followed by recovery to-
ward the end of the year. Production of
furniture and rugs changed little from the
advanced level reached in June.
Recovery and renewed expansion in re-
tail sales after mid-19 62 helped to halt the
accumulation of inventories. The current
relationship among sales, stocks, and pro-
duction suggests that the course of produc-
tion in the immediate future will be more
sensitive than usual to the behavior of retail
sales and new construction activity.
BUSINESS EQUIPMENT
The business equipment grouping of indus-
trial production is designed to measure out-
put of capital goods other than the construc-
tion of new buildings. It includes equipment
produced for public as well as private use
and for export. Industrial equipment—used
mainly in manufacturing, mining, and util-
ities—accounts for more than a half of the
total; office machines and other commercial
equipment for nearly a fourth; and transport
and farm equipment for the remainder. Al-
though the production measure differs from
data on private business investment outlays,
some of the same influences are apparent in
the two types of data.
Production developments. Output of busi-
ness equipment continued to expand through
the summer of last year, after production of
consumer goods and of materials had leveled
off. Output changed little from September to
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December at a level about 10 per cent higher
than a year earlier.
Gains were largest last year for farm
equipment and for trucks and some other
types of commercial transport equipment,
which are combined in the total for other
business equipment on the chart. Output of
these types of equipment had remained at
reduced levels until late in 1961, but then
began to rise rapidly as a result of the im-
provement in farm incomes and business
earnings.
Over longer periods, from the business
cycle peaks of 1960, 1957, and 1953, pro-
duction of computing, telephone, office, serv-
ice, and other commercial equipment has
shown the largest growth. Output of these
products remained at advanced levels dur-
ing the recession in 1960 and then increased
substantially through 1961 and early 1962
to about 45 per cent above the 1957-59
average. The growth in outlays for these
products is not fully represented in the esti-
mates of business investment outlays be-
cause of the increased portion of commercial
equipment purchased by government agen-
cies and because of lack of information on
purchases by private financial, insurance,
real estate, and nonprofit institutions.
Production of industrial equipment was
already large in 1953, and it was somewhat
larger in late 1956 and early 1957. In both
periods, manufacturing industries and the
electric utilities were making substantial
additions to their capacity. Since 1957,
output of industrial equipment has shown
mainly cyclical fluctuations as demands have
been limited by ample capacity. The 1956
production peak was not surpassed until
last year, and then by a margin of only
about 5 per cent; it is likely that foreign
demands accounted for much of the increase
in output. The value of exports of all types
of machinery was about a fifth larger in
1962 than the 1956-57 average—a much
larger rise than that shown by prices.
Despite the large output of industrial
equipment last year, capacity probably did
not increase so much as in 1953 or in 1956-
57. In manufacturing, output rose more
than capacity during 1962, and capacity
utilization probably increased further to an
NOTE.—Seasonally adjusted indexes. Other equipment com-
bines market groups for farm equipment and freight and
passenger equipment. Latest figures, Dec.
estimated level of 87 per cent in the second
half of the year.
Surveys of manufacturers have indicated
that in recent years a major share of equip-
ment has been purchased for replacement
and modernization rather than for capacity
expansion. Whatever the motivation for
capital outlays, industrial output per pro-
duction-worker manhour has continued to
increase in line with the postwar trend of
4.5 per cent a year.
Trends in business capital outlays. Business
outlays for plant and equipment were 9 per
cent higher last year than in 1961, and for
the first time they exceeded the 1957 peak.
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Electric and gas utilities were the only major
group of companies that did not increase
outlays last year. Capital expenditures for
this group have shown a mild downtrend
from the high level of 1957 although elec-
trical generating capacity has expanded at
an average annual rate of 7 per cent since
then. Outlays of the communication-com-
mercial-miscellaneous group have risen
without interruption since 1958, and last
year they exceeded their 1956 peak by 20
per cent.
Spending by manufacturers, although up
8 per cent last year, remained moderately
below the 1956-57 level. Outlays of primary
metals companies and of motor vehicles
companies were substantially less than in
1956-57, when capacity was being increased
rapidly. Textile mills, on the other hand,
have increased their expenditures in recent
years. Outlays of the chemical and paper
industries, whose sales have continued to
grow rapidly, have been maintained in the
past 3 years close to their 1957 peaks. Fi-
nally, the machinery industries themselves
spent a record amount on plant and equip-
ment last year.
Year-to-year changes in private capital
outlays have been relatively small since
1958. Large changes in several earlier years
—1947, 1949, 1951, 1956, and 1958—
followed wide swings in expectations that
accompanied sharp changes in capacity uti-
lization, shifts in the international situation,
or marked fluctuations in interest rates and
in the availability of funds from internal and
external sources.
In the recent period, some of the factors
that influence the planning of investment
programs have improved somewhat. The
rate of industrial capacity utilization rose
from the first to the second half of last year.
Moreover, with consumer buying and equip-
ment orders up in the fourth quarter and
cuts in corporate and personal income tax
rates widely anticipated, expectations for a
further gain in capacity utilization strength-
ened. These developments also led to expec-
tations for higher profits.
While aggregate corporate profits were
stable last year at the advanced level reached
in the fourth quarter of 1961, depreciation
allowances continued to rise and internal
funds—the sum of retained earnings and
depreciation—increased moderately further.
Changes made in depreciation schedules last
year and the tax credit for equipment out-
lays—in addition to reducing materially the
cost of many items of business plant and
equipment—tend to increase the volume of
internal funds available for capital invest-
ment, as would the anticipated reduction in
corporate tax rates. Since last spring, when
long-term interest rates declined, borrowed
funds have been available at rates moder-
ately lower than a year ago.
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